Personal  Rural  Credit. 

“ Unless  we  open  the  door  of  opportunity  to  our 
energetic,  and  frugal,  though  poor,  young  men,  we 
to  induce  them  to  go  upon  the  farm.” 


SPEECH 

OP 

HON.  ADDISON  T.  SMITH, 

OF  IDAHO, 

In  the  House  of  Representatives, 

Thursday,  April  29,  1920. 

Mr.  SMITH  of  Idaho.  Mr.  Speaker,  I regard  the  personal 
rural  credit  bill  (H.  R.  12G78),  introduced  by  my  colleague  from 
Pennsylvania  [Mr.  McFadden],  as  one  of  the  most  important 
measures  presented  in  this  Congress.  In  most  of  the  European 
countries  two  systems  of  farm  credit  are  in  vogue ; one  based  on 
land  security  and  the  other  on  personal  security.  The  first  en- 
ables a farmer  to  buy  a home  and  the  other  enables  him  to  make 
that  home  a profitable  investment.  Through  the  personal  rural- 
credit  system  in  Europe,  honesty,  energy,  and  frugality  of  the 
tenant  farmer  have  been  capitalized,  and  the  actual  tiller  of  the 
soil,  regardless  of  whether  he  owns  land  or  not,  has  a chance  to 
develop.  Unless  we  open  the  door  of  opportunity  to  our  honest, 
energetic,  and  frugal,  though  poor,  young  men,  we  can  not  hope 
to  induce  them  to  go  upon  the  farm,  and  in  consequence  our 
agriculture  is  bound  to  languish,  the  very  thing  which  happened 
in  Europe  before  the  personal  rural-credit  systems  were  estab- 
lished there. 

The  McFadden  bill  is  sound  beyond  question.  Its  basic  prin- 
ciple is  self-help.  It  trusts  the  farmer  along  sane  lines  to  do  a 
business  necessary  to  the  production  of  agriculture.  It  will 
dignify  agriculture  as  it  should  be  dignified  by  making  it  inde- 
pendent financially.  The  following  is  a summary  of  the  bill, 
briefly  stating  its  salient  features : 

Summary  op  the  McFadden  Rural  Credit  Bill  (II.  R.  1267S). 

This  bill  creates  a rural-credit  society  and  general  insurance 
league  by  two  separate  charters. 

Three  commissioners  are  provided  for,  whose  duties  are: 

To  arrange  with  a well-established  life  insurance  company, 
having  $400,000,000  assets,  to  accept  the  insurance  charter 
created  by  the  bill. 
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To  establish  the  rural-credit  society  by  organizing  at  least 
20  local  associations  or  communes  in  at  least  6 States. 

To  choose  three  censors  for  the  insurance  league,  who  must 
be  public  certified  accountants  for  five  years. 

To  choose  10  temporary  censors’  electors  for  insurance  league, 
who  must  be  policyholders  of  insurance  company  in  amounts 
not  less  than  $10,000. 

To  designate  the  number  of  directors  of  league  for  first  10 
years,  which  number  shall  be  from  9 to  25. 

To  select  first  board  of  directors  for  insurance  league. 

To  execute  articles  of  agreement  with  officials  of  insurance 
company  accepting  such  charter  and  file  same  with  Secretary 
of  Commerce. 

I.  RURAL-CREDIT  SOCIETY  : 

To  act  as  financial  and  fiscal  agent  of  the  Government,  under 
regulations  prescribed  by  Secretary  of  Agriculture  and  approved 
by  the  society’s  board  of  directors. 

To  conduct  a general  banking  and  credit  business  through  its 
executive  (national),  branch  (State),  and  commune  (local) 
offices,  but  the  communes  shall  not  receive  deposits  nor  the 
system  issue  currency. 

CAPITAL  : 

Capital  of  Central  Bank  to  be  $25,000,000,  to  be  furnished  by 
Government  without  interest ; but  provision  is  made  for  raising 
sinking  fund  to  discharge  this  loan. 

Capital  of  each  branch  $50,000,  to  be  furnished  by  insurance 
league  in  return  for  similar  amount  of  G per  cent  stock  of 
branch. 

Capital  of  communes  consists  of  $5  shares  held  by  members, 
each  of  whom  must  own  at  least  one  share,  and  may  own  any 
number  of  shares.  Rates  of  dividends  on  commune  stock,  de- 
termined by  advisory  council  of  State  branch,  not  to  exceed 
lowest  rate  at  which  loans  were  made  in  the  State  during  the 
past  year.  Stock  transferable  only  after  its  owner  ceases  to  be  a 
member. 

Society  makes  such  reports  to  Secretary  of  Agriculture  as 
he  may  require. 

Money  obtained  for  loans  to  commune  members  by  sale  of 
bills  of  exchange  called  “ grangers  ” ; no  one  else  allowed  to 
use  this  term  in  a similar  sense.  (This  is  the  principle  of  the 
British  system  of  bills  of  exchange,  which  has  enabled  Great 
Britain,  with  a nominal  capital,  to  become  the  bankers  of  the 
world. ) 

Penalty  for  embezzlement  by  any  officer  or  agent  of  society, 
its  branches,  or  communes,  imprisonment  for  1 to  10  years. 
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DIRECTORS  (NATIONAL). 

Board  of  directors  of  the  society : One  chosen  from  each  State, 
term  four  years,  by  vote  of  chairmen  of  communes  casting  as 
many  votes  as  his  commune  has  members.  Directors  must  be 
members  of  communes  of  first  or  second  class.  Directors  have 
one  vote  each  on  board  of  directors.  Terms  of  one-fourth  of  the 
directors  expire  each  year.  Salary  of  a director,  $1,000  a year, 
provided  he  attends  the  annual  meeting.  Absence  from  two 
annual  meetings  during  his  term  of  office  leads  to  removal  of 
a director.-  Traveling  expenses  allowed  for  attendance  at  annual 
meetings.  Directors  may  not,  during  their  tenure  of  office, 
become  a candidate  for  or  hold  any  office  under  any  government 
or  with  any  political  party.  Directors  may  be  recalled  at  any 
“ confidence  ” election  by  a vote  of  the  members  of  the  com- 
munes of  his  district  (State).  Confidence  elections  ai-e  called 
by  censors  and  auditor  as  occasion  may  require. 

Officers  of  the  national  board  of  directors : President,  vice- 
president,  secretary,  treasurer,  one  to  three  censors,  executive 
committee,  and  such  inspectors  as  may  be  required ; chosen  by 
the  board  of  directors. 

Duties  other  than  those  usual  to  such  officers : President  ap- 
points managers  of  the  State  branches,  selects  depositaries  for 
the  funds  of  the  society,  and  the  fiscal  and  other  agents  of  the 
society. 

Censors : Entitled  to  attend  all  meetings  of  the  board  and  the 
executive  committee ; audit  the  accounts  and  inspect  the  books 
of  the  society,  its  branches,  and  communes ; have  one  of  the 
keys  to  the  securities  vault ; approve  schedule  of  salaries  of 
auditors  and  deputy  auditors ; jointly  with  the  auditors  call  and 
supervise  confidence  elections ; make  annual  report  to  the  Secre- 
tary of  Agriculture ; must  be  certified  public  accountants  of  five 
years’  standing ; ineligible  for  reelection ; salary  $12,000,  with 
expenses  while  traveling  on  duty. 

Executive  committee : Seven  members,  chosen  by  the  board  of 
directors ; have  such  powers  as  board  of  directors  delegate  to 
them. 

Auditors  and  deputy  auditors : One  auditor  and  as  many 
deputy  auditors  as  may  be  required  (one  for  each  branch)  ; ap- 
pointed for  term  of  one  year  by  president  of  the  insurance 
league  ^salaries  fixed  by  president  of  league,  subject  to  approval 
of  censors,  and  paid  by  the  rural  credit  society ; duties  similar 
to  those  of  the  censors ; they  are  a check  on  the  censors. 

BRANCHES  (STATE). 

One  in  each  State  (director’s  district)  ; under  direction  and 
management  of  a manager,  appointed  by  president  of  the  so- 
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ciety ; deputy  auditor,  appointed  by  president  of  the  league; 
advisory  council,  elected  by  supervisors  of  communes  (see  be- 
low) ; such  other  forces  as  the  by-laws  require. 

Manager:  Executive  officer  of  the  branch. 

Deputy  auditor : Under  direction  of  national  auditor. 

Advisory  council : Consists  of  five  members ; members  must 
be  members  of  first  or  second  class  communes;  enact  by-laws, 
rules,  etc.,  governing  State  branch  and  local  communes;  elected 
for  term  of  four  years  by  supervisors  of  communes  voting  as  a 
unit,  casting  as  many  votes  as  their  respective  communes  have 
members ; compensation,  $5  a day  and  traveling  expenses  while 
attending  meetings  of  council,  the  total  compensation  and  ex- 
penses per  year  not  to  exceed  $100  per  individual ; elects  its  own 
chairman,  who  calls  and  presides  at  meetings  of  the  council. 

COMMUNES  (LOCAL). 

Local  voluntary  organizations  of  farmers. 

Officers,  elected  by  vote  of  members,  for  term  of  one  year: 
Visor  (chairman),  scribe  (secretary),  three  or  more  supervisors 
(executive  committee),  and  such  inspection  committees  as  may 
be  required ; each  member  must  own  stock  in  his  commune ; to 
become  a voting  member  requires  unanimous  vote  of  the  voting 
members ; member  may  be  expelled  by  majority  vote ; member 
may  resign  at  any  time,  but  his  liability  as  a member  does  not 
cease  till  end  of  year  in  which  he  resigns. 

Three  classes  of  communes : 

First  class:  Those  in  States  permitting  waiver  of  homestead 
and  execution  exemptions,  and  whose  members  make  such 
waivers  and  agree  to  become  jointly  liable  for  loans  made  to 
members  of  their  commune.  Members  may  borrow  up  to  twenty 
times  their  holdings  of  commune  stock. 

Second  class.  Those  in  States  not  permitting  waivers  of  kinds 
above  mentioned,  but  whose  members  agree  to  become  jointly 
liable  for  loans  made  to  members  of  their  commune.  Members  s 
may  borrow  up  to  ten  times  their  holdings  of  commune  stock. 

Third  class.  Those  whose  members  become  liable  only  for 
what  they  borrow  individually  except  to  the  extent  of  their 
unpaid  subscriptions  to  commune  stock.  Their  members  may 
borrow  up  to  live  times  their  stock  holdings. 

Borrowers  must  state  the  purpose  or  purposes  for  which 
money  borrowed  through  the  commune  is  to  be  used. 

Expenses  of  communes  are  to  be  paid  by  the  members.  These 
expenses  are  nominal. 

Order  of  liability  for  loans  made  by  communes: 

1.  The  borrower  himself. 

2.  Those  who  go  security  for  the  borrower,  if  any. 

178074- — 20801 


3.  The  borrower’s  commune  stock. 

4.  Members  of  borrower’s  commune,  if  commune  is  of  first  or 
second  class. 

5.  Surplus  of  State  branch. 

G.  Stock  of  all  the  communes  in  the  State. 

7.  Stock  of  the  State  branch. 

S.  The  guaranty  fund  of  the  society. 

Rates  on  loans  are  left  to  the  communes,  (It  is  presumed 
that  they  will  not  overcharge  their  members,  for  each  of  them 
may  want  to  borrow  himself.  In  general,  these  rates  will  be  as 
low  as  the  money  can  be  obtained  for  through  commercial  chan- 
nels, with  the  sound  credit  behind  the  rural  credit  society  and 
its  various  subdivisions.) 

Term  of  loans  and  manner  of  repayment  determined  by  com- 
mune. 

Funds  for  loans  are  raised  by  sale  of  bills  of  exchange:  - 

To  life  insurance  companies  to  meet  their  banking  obligations. 

To  fire  insurance  companies  to  meet  their  conflagration  losses. 

To  wage  earners  in  industrial  centers  and  other  private  in- 
vestors. 

Society  given  franking  privilege  to  investigate  credit  status 
of  members  and  of  farmers  wishing  to  become  members. 

II.  GENERAL  INSURANCE  LEAGUE  : 

To  act  as  the  fiscal  and  financial  agent  of  the  Government 
under  regulations  prescribed  by  the  Secretary  of  Commerce  and 
approved  by  the  league’s  board  of  directors. 

To  do  and  transact  a general  insurance  business  and  sell  in- 
demnity against  any  and  every  contingency;  but  required  to 
maintain  a separate  department  for  each  class  of  business;  but 
assets,  capital,  surplus,  and  funds  of  one  department  not  liable 
for  the  debts,  obligations,  or  defaults  of  another  department,  ex- 
cept its  guaranty  fund  shall  be  a common  fund  of  all  depart- 
ments, and  25  per  cent  of  its  general  old-age  pension  fund  may 
be  used  to  protect  the  guaranty  fund.  (This  general  insurance 
charter  conforms  to  the  charters  of  the  British  insurance  com- 
panies. ) 

Each  department  must  have  a fully  paid  Capital  of  $100,000 
and  be  represented  by  stock  which  shall  earn  a 7 per  cent  divi- 
dend. 

SINKING  FUND. 

Each  department  shall  maintain  a sinking  fund,  which  shall 
consist  of  the  proceeds  from  the  sale  of  the  capital  stock  and  1 
per  cent  of  the  premium  receipts  thereof  until  the  capital  is 
retired. 
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Object  of  sinking  fund  is  to  retire  capital  stock,  raise  guar- 
anty fund  of  $1,000,000,  and  better  protect  stock  and  policy 
holders  and  cure  any  impairment  in  the  safety  fund  of  each 
department. 

Stock  of  each  department  to  be  retired  on  basis  voted  by  ma- 
jority of  stockholders,  but  no  stock  can  be  retired  which  would 
leave  sinking  fund  with  less  than  $1,000,000  of  approved  assets. 

Guaranty  fund : Remainder  of  sinking  fund  of  each  depart- 
ment not  used  to  retire  capital  stock  to  become  part  of  guaranty 
fund  and  be  under  the  management  of  the  life  department. 

Preliminary  control : To  be  exercised  by  the  three  commis- 
sioners, whose  duties  are  already  enumerated. 

Temporary  control : To  be  exercised  by  the  board  of  directors. 

Permanent  control : Ten  years  after  the  execution  of  articles 
of  agreement  by  commissioners  the  league’s  directors  must  meet 
for  the  purpose  of  mutualizing  the  league  by  electing  its  first 
board  of  trustees.  One  trustee  shall  be  elected  from  each  of 
the  48  States  and  the  District  of  Columbia  having  an  eligible 
person  residing  therein  to  hold  such  office,  and  their  successors 
shall  be  elected  for  a term  of  five  years  each  by  the  positive 
electors  of  their  respective  States. 

Positive  elector  is  defined  to  be  a citizen  of  the  United  States 
who  has  been  insured  with  the  league  (or  company  reinsured 
by  the  league)  for  10  years  with  a reserve  value  of  not  less 
than  $5,000.  Any  State  having  20  positive  electors  resident 
thereof  shall  be  entitled  to  elect  a trustee  of  the  league  by  the 
ballots  of  its  positive  electors. 

Negative  elector  is  a citizen  who  has  been  insured  10  years 
under  a policy  with  a reserve  value  of  $500  to  $5,000,  and  each 
county  (and  city  having  no  county  government)  is  denomi- 
nated a confidence  election  district,  and  the  negative  electors 
of  each  confidence  election  district  have  the  right  to  call  con- 
fidence elections  therein  to  disqualify  any  positive  elector  resid- 
ing in  the  same,  and  any  positive  elector  who  fails  to  receive 
a vote  of  confidence  at  such  election  shall  be  rendered  ineligible 
from  holding  the  office  of  trustee  or  voting  at  an  election  for 
trustee.  Twenty-five  per  cent  of  the  negative  electors,  the 
president  of  the  league,  a majority  of  the  censors  or  temporary 
censors,  as  the  case  may  be,  or  20  per  cent  of  the  trustees  may 
call  a confidence  election. 

Board  of  trustees  shall  meet  annually  to  elect  a president, 
secretary,  seven  members  of  the  advisory  council,  and  such 
other  officers  as  the  by-laws  may  prescribe,  who  shall  hold 
office  for  one  year  each.  Members  of  advisory  council  shall  be 
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positive  electors,  who  shall  exercise  such  power  and  authority 
as  shall  be  delegated  to  them  by  the  board  of  trustees. 

Censors:  The  charter  authorizes  the  league  to  negotiate  with 
either  the  United  Commercial  Travelers  or  the  Travelers’  Pro- 
tective Association  for  the  purpose  of  inducing  one  of  them  to 
make  the  league  its  official  life  insurance  organization  and 
elect  its  permanent  censors.  This  conforms  with  the  prac- 
tice of  one  of  the  old  British  companies  which  induced  the 
United  Commercial  Travelers  of  the  United  Kingdom  of  Great 
Britain  to  make  it  their  official  life  insurance  company.  Be- 
fore that  it  had  done  no  business  to  amount  to  anything,  as  its 
assets  were  less  than  $1,000,000,  but  30  years  later  its  assets 
exceeded  $80,000,000,  and,  with  one  exception,  it  was  doing 
twice  as  much  ordinary  business  as  any  other  British  company. 

The  censors  possess  the  same  qualifications  and  are  to  be  paid 
the  same  salaries  as  the  temporary  censors,  and  they  each 
possess  the  same  powers  and  authority,  viz : To  supervise  all 
elections,  audit  the  accounts,  verify  the  statements,  and  inspect 
the  books,  papers,  transactions,  and  properties  of  the  league, 
become  the  custodians  of  one  of  the  keys  to  the  securities’  vault, 
and  approve  each  by-law,  contract,  and  agreement  in  which  a 
director,  trustee,  or  officer  making  the  same  is  to  acquire  a 
direct  personal  interest.  (This  system  of  inspection  conforms 
to  those  of  some  of  the  greatest  public-service  corporations  in 
Europe,  which  are  free  from  such  scandals  as  so  frequently 
occur  among  our  Government-inspected  corporations.) 

Members  of  boai'd  of  trustees  and  advisory  council  shall  not 
hold  an  elective  office  under  any  government  or  with  any  politi- 
cal party. 

The  agreement  of  league  with  such  commercial  traveler’s 
order  must  be  approved  by  the  Secretary  of  Commerce.  The 
league  is  authorized  to  raise  a special  old-age  pension  fund  for 
such  order,  making  the  league  its  official  life  insurance  com- 
pany, but  no  person  holding  an  office  or  other  position  with  the 
league  shall  become  a beneficiary  of  such  fund. 

General  old-age  pension  fund  is  provided  for,  the  objects 
being  to  encourage  our  youth  to  capitalize  their  future  income 
and  protect  themselves  against  want  in  old  age  and  to  better 
protect  the  policyholders  of  all  the  departments.  Authority  is 
given  for  the  voluntary  endowment  of  such  fund,  and  anyone 
endowing  it  in  the  sum  of  $1,000,000  shall  have  the  right  to 
select  the  name  of  a benefactor,  which  name  shall  be  printed 
on  all  checks  remitting  the  available  portion  of  such  fund  to 
the  beneficiaries  thereof. 
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Penalty  for  embezzlement  by  any  director,  trustee,  officer,  or 
agent  of  league  imprisonment  for  2 to  10  years,  and  same 
penalty  to  be  imposed  on  any  director,  trustee,  or  officer  who 
knowingly,  without  first  obtaining  the  written  approval  of  the 
censors,  makes  a contract  or  enacts  a by-law  for  the  league 
through  which  he  is  to  acquire  a direct  personal  interest. 

The  league  accepts  the  trust  toward  the  rural  credit  society 
imposed  under  the  two  charters,  viz : 

To  invest  $50,000  in  the  stock  of  each  of  the  48  branches  of 
rural  credit  society,  on  which  the  league  is  to  be  paid  a 
dividend  of  G per  cent  per  annum,  which  stock  is  nonassign- 
able. 

To  invest  $100,000  in  the  credit  paper  of  rural  credit  society. 

To  select  one  auditor  and  as  many  deputy  auditors  for  the 
rural  credit  society  as  president  of  the  league  deems  neces- 
sary, and  prepare  a schedule  of  compensation  for  them  and 
submit  same  to  censors  of  rural  credit  society  for  their 
approval. 

To  act  as  trustee  for  the  acceptance  and  investment  of  the 
guaranty  fund  of  rural  credit  society,  for  the  risk  and  expense 
of  which  trust  the  league  is  to  be  paid  one-lialf  of  1 per  cent 
per  annum. 
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